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Mnited States Denate

WASHINGTON, DC 20510

MEMORANDUM
TO: REPUBLICAN SENATORS
FROM: JEC SENATE REPUBLICANS
DATE: JUNE 28, 1996
SUBI: THE ECONOMY

Both the Administration and many in the media have convinced themselves that
the economy is chugging along nicely. Yet we hear a different story from our
constituents. What's really going on?

SQUEEZING THE AMERICAN DREAM

The Administration is caught in a real squeeze. The President wants anxious
workers to know that he "feels their pain" while at the same time boasting - as he
did during his State of the Union address - that this is the best economy in
decades.

Economic statistics paint a contradictory picture. The so-called "misery index"
(inflation plus unemployment) is admittedly quite low (thank you Alan
Greenspan), but this economic expansion has been unambiguously poor.

Bob Dole said it well in a speech before the Economic Club of Chicago last
September ...

"America stands on the threshold of a fabulous future, with greater
opportunities for economic growth and prosperity than at anytime during our nation's
history.”

Yet, according to a recent Wall Street Journal poll, 75% of voters believe
American family incomes are falling behind the cost of living. While the misery
index is low, the ANXIETY index is alarming.

We've often asked our constituents whether they enjoy a better living standard
than their parents did at the same age. They say yes. But when asked whether
their kids will enjoy an even better living standard when they reach the same
age, the answer invariably is a resounding no.



In short, the American Dream is dying; that is producing anxiety.

The American Dream is about handing over a better future to our kids. It's about
working hard and making the best of opportunities. It's about hope.

And while the economy is, as Bob Dole said, ready for a fabulous future, Bill
Clinton's policies have failed. The economic expansion that began in the last
months of the Bush Administration has atrophied, and with it, so has hope and
belief in the American Dream.

CLINTON'S GROWTH GAP
In that same September speech, Bob Dole pointed out:

"...compared with the Reagan economic expansion during the 1980's, the
Clinton economy is positively anemic.”

The facts are clear. No matter how you slice it, Bill Clinton's economic
expansion record - anemic growth of 2.3% - is dismal.

* Clinton vs. 1992. Candidate Clinton said America was mired
in the worst economy in 50 years, but the 1992 growth rate (4th
qtr. to 4th qtr.) was 3.7%.

* Clinton vs. Previous Decade. For the ten years preceding this
Administration (including non-expansionary years), the
economy grew at 3.2%.

* Clinton vs. Last 5 Expansions. Weighted for their lengths, the
average expansionary period growth was 4.4%.

* Clinton vs. Post-WWII. From 1947 through Bush's final year,
1992, the economy grew at an average annual rate of 3.3%,
including recessions, oil shocks, the Carter malaise and the
Reagan boom.

Yes, with deft monetary policy by the Fed, and with a Congress that put the
brakes on Clinton liberalism, we've avoided a recession. But historically
speaking, this expansion has been extraordinarily lethargic, especially given that
unlike the previous decade or post-WWII period, there are no down years to
suppress or dilute the average growth.



We strongly believe that Republicans must continue to make GROWTH a
centerpiece of our economic plan. After all, growth really is nothing less than
a proxy for the American Dream.

AMERICA'S ANXIOUS FAMILIES
‘What has happened to-America's families and workers? Here's the picture...

Incomes are stagnating. There has been zero growth in real median family
income under this Administration. The Labor Department's Employment Cost
Index (both wages and benefits) rose only 0.4% for all of 1995 after adjusting
for inflation - the slowest increase in 14 years.

Workers who get laid off and then are fortunate enough to find a new job
typically earn 10% less than they did in their old positions.

Because incomes are stagnant, more and more families are seeing their
breadwinner(s) take second jobs. The number of people working two or more
jobs has increased by about 16% since January of 1994; the number of women
working two or more full-time jobs has increased by 21%. Both spouses are
often working outside the home, not because they choose to, but because they
must.

And people are afraid - anxious - to voluntarily change jobs. Normally during
expansions, as more jobs are created, people change jobs to seek out better
opportunities. This isn't happening. "Job lock” has set in.

Family tax burdens are rising. Since 1950, the typical American has forfeited
more than an extra month's pay to cover the growing cost of taxes. Tax Freedom
Day has slid from April 3 in 1950 (no-fooling) to May 7 this year.

Look at the personal and dependent exemption. Had it just kept pace with
inflation since the 1950's, it would be worth more than $3800 today, or

about one and a half times its current $2500 rate. For a family of four,

this exemption has eroded by more than $5200. That's real money for families
struggling to stay afloat.

In 1955, the typical family paid less than 28% of its income in total taxes. Forty
years later, their total tax burden was over 38%.



And, in part, because the government is taking more from families than it has in
years gone by, personal savings rates are dropping. As a share of disposable
personal income, savings were 9% in 1975. This measure has fallen steadily to
4.5% today.

THE BOTTOM LINE IS THIS: People are less secure in their jobs. They are

.- working harder and longer only to fall further and further behind. They can't
save as much as they used to, and consequently have less to fall back on.. All the
while, the government is taking more of what they earn. No wonder people are
anxious.

This is the Clinton crunch... the suffocation of an otherwise potentially vibrant
economy.

Anemic growth means we've sacrificed the creation of nearly three million jobs.
It means that this year alone, slow growth translates into $260 less each month
for the typical American family -- that’s $3116 for the year.

THE GROWTH AGENDA

Felix Rohatyn (not exactly a conservative policy thinker) recently wrote a long
piece for the WSJ entitled RECIPE FOR GROWTH (4/11/96). In it, he notes:

“The social and economic problems we face today are varied. They include
job insecurity, enormous income differentials, significant pressures on average
incomes, urban quality-of-life and many others. Even though all of these require
different approaches, THE SINGLE MOST IMPORTANT REQUIREMENT TO
DEAL WITH ALL OF THEM IS THE WEALTH AND REVENUES
GENERATED BY A HIGHER RATE OF ECONOMIC GROWTH. John Kennedy
was right: A rising tide lifis all boats. Although it may not lift all of them at the same
time and at the same rate, without more growth we are simply redistributing the same
pie. That is a zero sum game and it is simply not good enough.”

As one of the elite liberal economic thinkers of our time, Rohatyn has helped
set the stage for us to embrace a bold, imaginatively pro-growth economic
agenda.

The press creates a false dichotomy when it comes to conservative economic
theory. They divide our party into those who want to balance the budget and
those who concentrate on growth. We assert that we can do both, we must do



both, and that only by establishing these twin objectives can either actually be
realized.

Balancing the budget produces "dividends" both in terms of higher growth
and lower interest rates. During the budget process last year, CBO recognized
what it termed a "fiscal dividend" associated with the elimination of deficits.

Growth-oriented tax policies likewise are vital to snap our economy out of the
210 2.5% Clinton GDP growth rate. Unless we figure out a way to get back to
growth rates in the 3 to 3.5% range {our post-WWII but pre-Clinton level of
performance) balancing the budget may never occur.

Recently, CBO released its periodic economic and budget outlook. Among its
conclusions... In the absence of major policy changes and if discretionary
appropriations are adjusted for inflation, the deficit will begin to grow steadily
in 1997 to over $400 billion in the year 2006.

WHAT TO DO NEXT

The following pages are full of economic data that show why Americans are
feeling anxious about their jobs and futures. While the mainstream press are just
“discovering” that Bill Clinton is vulnerable on the issue of this economy, Bob
Dole and Republicans have been talking about worker anxiety for over a year.

We must continue to get this message out -- so the American people know that
we understand how they feel, and so that Bill Clinton and his Administration can
no longer get away with statements like “this is the best economy in 3 decades.”

It is imperative that we continue the debate among ourselves regarding how best
to achieve strong, long-term economic growth. An economic growth agenda is,
without a doubt, the key to Republican success this November. The JEC will
continue to put out as much information as we can about what's going on in the
economy. We stand ready to assist any of you in the ongoing discussion of how
best to achieve economic growth for our country, our children, and our future.
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U.S. SENATOR —

Joint Economic Committee Connie Mack

CHA1RMAN

JEC Report Highlights

Clinton’s Growth Gap. Weak economic growth during Clinton’s presidency has had a negative
effect on the typical family’s standard of living. Sluggish growth leads to stagnating incomes, fewer
job opportunities, and overall worker anxiety about the future. Slow growth under Clinton will
cost the typical household $3,116 this year—that’s $260 every month.

Clinton’s Tenure 2.3% Growth
VS,
Year Before Clinton 3.7% Growth
Decade Before Clinton 3.2% Growth
Average of last 5 Expansions 4.4% Growth
Post-World War II 3.3% Growth
Stag Family I The growth of real median family income has been zero percent under

Clinton. The Labor Department’s Employment Cost Index, which measures both wages and
benefits, rose only 0.4 percent for all of 1995, after adjusting for inflation. This is the slowest
growth in 14 years.

Shrinking Paychecks. So far in 1996, real after-tax incomes have dropped at a yearly rate of
1.4%. If this trend continues, we would have the biggest drop in any year since 1974.

Multipie Jobs. Because of stagnating incomes, many people have been forced to take an extra job
just to make ends meet. Since J: y 1994, the ber of people working two or more jobs
is up 16%. The number of women working two or more full-time jobs has risen 21%.

Job Lock. Slow growth under Clinton has created “Job Lock” a situation in which workers fear
voluntarily leaving their current job because they don’t believe there will be a better one (or even
another one) around the comer. Five years into this recovery, the share of unemployed workers who
have voluntarily left their jobs is now 27% lower than during the last recession.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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Record Tax Burden. In 1995, total government receipts represented a record share of
America’s total income: 31.4%. The federal tax burden alone went from 19.2% of GDP in 1992
to 20.5% today.

Taxes Dominate Family Budget. The typical American family pays more in total taxes than it
spends on food, clothing, and housing combined. That’s more than 38% for taxes vs. 28% for food,
clothing and housing. In 1955, the typical family’s total tax bite was 28% of total income vs.
38% today.

Interest Rate Savings. Under the Republican balanced budget plan, a one percentage point drep-
in interest rates would save the typical family a total of more than $1,600 on interest payments .
on the average mortgage, car loan, and student loan if they refinance or the rates are adjustable.
Unfortunately, since Clinton’s veto of the Republican balanced budget plan, interest rates have
climbed more than one percentage point.
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ISSUED BY
JEC MAJORITY STAFF
May 1996

CLINTON’S GROWTH GAP

Despite the best efforts of President Clinton and his administration to-portray
today’s economy in a positive light, his economic performance pales in comparison to
historic growth rates. By any measure, economic growth under Clinton has been weak.

“By any measure, Clinton's Growth Gap:
economic growth Economic Growth Lags Behind No Matter How It's Measured
under Clinton has

been weak.”
Post-WWIL

5 Iast expansions

Decade before

Year before

Clinton

] 1 2 3 4 5
Average annual percent change in GDP
Source: Commerce Department Joint Economic Committe

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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“The Clinton
Administration has
increased taxes,
boosted regulations,
and threatened
massive interference
in major industries.”

“...no matter what
period is used
as a standard,
the economy’s

performance under

+ - President Clinton: has -~

been lackluster...”

Weak economic growth during Clinton’s presidency has had a dramatic effect
on the typical family’s standard of living.- Sluggish growth leads to stagnating incomes,
fewer job opportunities, and overall worker anxiety about the future. How great are
these costs? Slower growth under Clinton will cost the average houschold $3,116 this
year - that’s $260 a month.! No wonder there is such angst in America.

- Many economists have argued that policies which increase taxes, regulations,
or uncertainty slow economic growth.? The Clinton Administration has increased taxes,
boosted regulations, and threatened massive interference in major industries. Although
measuring the impact of these policies can be difficult, economists look at potential

- growth - how the economy should perform without the hindrance of anti-growth

policies compared to other eras. However, no matter what period is used as a standard,
the economy’s performance under President Clinfon has been lackluster at best.

Judged against the entire postwar era, since 1993 GDP has fallen $308 billion
behind - that’s $3,116 per household in 1996 alone. This growth-gap analysis is
particularly relevant because the economy was already growing in 1991 and 1992, well
before the Clinton Administration made its major policy changes.

CLINTON STOPPED THE MOMENTUM

The year before Clinton took office, the economy grew atan annual rate of 3.7
percent (fourth quarter over fourth quarter). Instead of sustaining or improving upon
this momentum, in 1993 Clinton and the Democrat-controlled Congress passed the
largest tax increase in U.S. history. Their steep tax hikes on individuals and businesses
stifled growth by distorting incentives, hindering investment, and preventing resources
from flowing to their most efficient use. New regulatory burdens and the threat of
government-run health care compounded the economy’s problems, and growth slowed
to only 2.3 percent annually during the Clinton years.

THE LAST DECADE BEAT
CLINTON’S LACKLUSTER PERFORMANCE

Some may consider one year too short a period to use as a standard for growth.

* Another comparison can be made using the entire-decade before President Clinton took

office. That decade included periods of both expansion and recession in the economy,
yet the average annual growth rate was 3.2 percent - still higher than Clinton’s 2.3
percent. While Clinton claims that today’s is “the best economy in three decades,” this
economy doesn’t even match the performance of the decade before he entered office.



Clinton’s Growth Gap
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“..since 1993 GDP
has fallen $308
billion behind -

that's $3,116 per
household...”

“While Clinton
claims that today’s is
‘the best economy in
three decades,’ this
economy doesn’t
even match the
performance of the
decade before he
entered office.”

PRIOR EXPANSIONS BEAT CLINTON’S SLUGGISH GROWTH

Was the last decade’s economic growth an anomaly? Some may argue that
using a decade with only Republican presidents as a baseline is political, but other
analyses yield similar results. Clinton’s economic growth performance is sub-par when
compared to the last five expansions. These expansions inciude every president since
John Kennedy; three Democrats and four Republicans. During the last five expansions,
the economy grew at an average annual rate of 4.4 percent (weighted for the duration
of each expansion) versus Clinton’s 2.3 percent. Again, Clinton’s economic
performance looks inept.

THE CLINTON YEARS VERSUS THE LAST FIVE EXPANSIONS

5.2%

Real GDP growth (percent)

Sources: Department of Commerce, NBER, and JEC calculations

Some may object that treating the Clinton years as a full expansion leaves out
the beginning of the recovery. However, including the beginning of this recovery yields
the same growth rate of 2.3 percent: the same growth gap exists.

THE LAST 45 YEARS BEAT CLINTON’S LETHARGIC ECONOMY

Is 4.4 percent growth too much to ask? Another objective analysis compares
Pres dent Clinton’s performance to the average growth of the economy over the long
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run. From 1947, the beginning of the postwar period, to 1992, the last year of the Bush
Administration, the economy grew at an average annual rate of 3.3 percent. This
includes all kinds of economic scenarios - recessions, oil shocks, double-digit inflation,
wars, and periods of growth. Sadly, Bill Clinton has failed to match even the average
long-term performance of the economy. This slower growth under President Clinton
will cost every household in American an average of $3,116 in 1996.

In the final analysis, no matter which comparison is used, Clinton’s growth gap
is painfully obvious, and obviously painful. Economists and politicians may argue over
which comparison is more valid, but the fact that a costly growth gap exists cannot be
disputed.

Prepared by Paul G. Merski, Economist, and Phaedon . Sinis, Associate Economist.
(202) 224-5171.

ENDNOTES
1. OMB and CBO estimate 2.2% real GDP growth for all of 1996.

2. Wesbury, Brian S. “Freeing the American E & hi Joint E ic Ci i May 1995.
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What is Clinton’s Growth Gap?

The Growth Gap simply represents weak economic growth during Clinton’s Presidency versus.
what we could reasonably zxpect. However analyzed, economic growth under Clinton pales in
comparison to historic growth rates.

Weak economic growth dwring Clinton’s tenure has had a dramatic negative effect on the typical
family’s standard of living. Sluggish growth leads to stagnating incomes, fewer job
opportunities, and overall anxiety about the future.

The Clinton administration has smothered strong economic growth with a record tax increase,
increased regulations, and higher government spending.

Bottom line: since 1993, GDP has fallen behind the pre-Clinton pace by $308 billion-- that’s
$3,116 per household in 1996 alone — $260 a month. Clinton’s growth rate has been 2.3%. By
contrast, the entire post-war era has averaged 3.3%. That’s the Clinton Growth Gap.

Growth Gap Methodology in Brief:

. The growth gap measures the difference between the Gross Domestic Product (GDP) level under
Clinton versus what GDP would have been had growth maintained its pre-Clinton, post-WWII
average of 3.3%.

. In the fourth quarter of 1992, GDP was $6865.12 billion. According to GDP growth projections by
the Congressional Budget Office (CBO) and the Office of Management and Budget (OMB), GDP
will be $7514.26 billion in the fourth quarter of 1996. However, if GDP had grown over this period
at an average annual rate of 3.3% (the post-WWII average), GDP would be $308 billion higher in
1996. Dividing this by the number of households in 1996 (estimated at 99 million) yields a monthly

cost of $260.

. All GDP numbers were obtained from the chain-weighted GDP series, originally in 1992 doilars,
and converted into 1995 dollars by using the chain weighted GDP price index for the 4th quarter of
1995.

. The “growth gap” assumes that the post-WWII average growth rate of 3.3% could have continued

unabated during Clin:on’s tenure (1993 through 1996).

Joint Economic Committee.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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WORKER ANXIETY
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TWELVE REASONS FOR WORKER ANXIETY

Clinton's Growth Gap:
Economic Growth Lags Behind No Matter How It's Measured

Post-WWIT

S tast expansions

Dueade before

1. ‘Weak Economic Growth

No matter how you analyze it, economic  Yesr before
growth under Clinton pales in comparison
to historic growth rates. Whether compared
to the year before he entered office, the Chinton
decade before, the last five economic

o 1 2 3 4 ]

expansions, or the entire postwar (1947- Average anunal percent change in GDP
1992) period, economic growth under Sowres Commerse Deparment Joint Feomoris Committee
Clinton has been lackluster. Because of this SUB-PAR ECONOMIC GROWTH:

THE 'ON YEARS VERSUS THE LAST FIVE EXPANSIONS
slower growth, 1996 GDP has fallen behind LT

by $308 billion. This growth gap will cost
each household $3,116 this year alone -
that’s $260 a month.

Aversgs aunual chawge In real GDP (percent)

1970-73 1982-90 1993-199%

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602° 202-224-5171

104th CONGRESS



2. Stagnant Incomes.

During Clinton’s tenure, incomes have
stagnated. After adjusting for inflation,

e 1 bl § is actually $97
less than it was in 1992. In the decade
before President Clinton took office,
America’s real median household income
avéraged $33,119. In the ‘years of the
Clinton Administration, real median
household income has averaged only
$32,153, according to the Census Bureau.
More recent data reveal that income
stagnation  continues. The Labor
Department’s Employment Cost Index,
which measures both wages and benefits,
rose only 0.4 percent for all of 1995 after
adjusting for inflation; that’s the slowest
growth in 14 years.

3. Multiple Jobs

In recent years, stagnating incomes have
forced many people to work more than
one job to make ends meet. The chart at
the right shows the number of workers
with multiple jobs. The number of people
working two or more jobs has increased
more than 11% since January 1994. Even
accounting for the growth in the labor
force, the percentage of workers with
multiple jobs has risen.

21

REAL MEDIAN HOUSEHOLD INCOME

534,080 |

Source: United States Ceasns Burtau

MORE WORKERS FORCED INTO MULTIPLE JOBS

Number of workers (in thousands)

1994 1995 1996



4. Job Lock

Slow economic growth under President
Clinton has fostered “job lock.”
Workers fear voluntarily leaving their
current jobs even though they may not
have had their pay raised in years -
because they don’t believe there will be
better jobs (or even any other jobs)
around the corner. The share of
voluntary job leavers as a percentage of
all the unemployed is actually 27%
lower now than at the end of the last
recession. During normal economic
expansions, as more jobs are created,
people are able to quit their current jobs
to look for new jobs that offer greater
opportunities for advance-ment and
higher pay.

5.  Higher Tax Rates

In 1993, President Clinton levied the largest
tax increase in history, including higher
taxes on Social Security recipients, steep
income tax hikes on individuals and small
business owners and higher taxes on
gasoline. This $241 billion tax increase
boosted the top marginal tax rate by as
much as 14.5 percentage points ( from
31% to 45%) for many individuals and
small business owners. These higher taxes
feed a growing government at the expense
of business expansion, new hiring, and
higher wages for workers.

o
1970
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VOLUNTARY JOB LEAVERS

AS SHARE OF UNEMPLOYED

i &

R AN S
1972 1974 1976 1978 1982 1984 1986

Source; Bureiu of Labor Statistics

50%

20%

1988

1990

1992

1054

J
1996

CLINTON'S IMPACT ON TOP MARGINAL TAX RATE

T Top rate increases from 31%10 36%

W 10% surcharge on more swoessful individuals

B Etimination of wage cap on payrofl tax

\I emmanent extension of expiring limilations on exemptions & mm/

B Previous top margina! rate ’ \‘
|
|

39.6%

Sources: Department of the Treasury; JEC calculations

42.5%




6. Record Tax Burden

In 1995, according to the Commerce
Department, total government receipts
represented a record share of America’s
total income: 31.4%. When the
government seizes more money through
taxation, individuals have less money for
their own use. The federal tax burden alone
went from 19.2% of GDP in 1992 to an
estimated 20.5% today.

7. Less Freedom

As government’s share of income has
grown, the share that American workers get
to keep has greatly diminished. Tax
Freedom Day for the typical American
worker didn’t arrive until May 7 this year -
the latest ever. This means working from
January 1 thru May 7 just to earn enough to
pay all federal, state and local taxes. Since
1950, the typical American has forfeited
more than an extra month’s work to
cover the growing cost of taxes. In 1950,
Tax Freedom Day was on April 3,
compared to May 7 this year.

23

TOTAL GOVERNMENT RECEIPTS HIT RECORD HIGH
et AS A SHARE OF GDP
32

P N
1980 1962 1984 1988 1990 1992 1994

Sourve: Departament of Commeree

1986

TAX FREEDOM DAY IS LATEST DATE EVER

#of dayy out of ome year dedicated to prying taxes




24

RISING PAYROLL TAX RATES

8. Mushrooming 153%
Payroll Taxes

The combined employer-employee
payroll tax has risen a full 13.3
percentage points, from 2% in 1949 to
15.3% today. President Clinton further
increased the payroll tax bite in 1993
when he eliminated the wage cap on the
health insurance portion of the payroll
tax. FEconomists believe that the
employer’s share of the payroll tax erodes
workers’ wages by the amount of the tax.
And, as workers become more expensive
to hire, fewer jobs are created.

7.25%

Combined employer-cmployce payroll tax rates {percent)

1945 1955 1965 1985 1995
Source: Department of the Treasury

RECORD PERSONAL BANKRUPTCY FILING

# of filings (thousands) filings per thousan

9. Soaring Personal 1200
Bankruptcies

As many as 1.1 million people are expected
to declare personal bankruptcy in 1996, the
highest level in more than 16 years.
Today’s working families have a much

ller “savings cushion” to fall back on % \\
should they lose their jobs or voluntary feftseals \
leave their jobs in search of a better
opportunities. In 1975, savings as a
percentage of disposable personal income
was 9%, but by 1995 they were just 4.5%. !
High tax rates and the double taxation on ‘
savings have contributed to the decline.

800

right scale

13
1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1993

Sources: U.S. Administrative Office of the Courts; SMR Research



10. Diminished Personal and

Dependent Exemptions

The tax burden on the typical family has
increased because inflation has eroded the
value of the standard deduction and personal
exemptions for each member of the family. If
the standard deduction and personal
exemptions had merely kept pace with

" inflation since 1950, a typical family with
two children would pay $1,012 less in
federal income taxes today.

11. Growing Regulatory

Costs

The surge of federal regulations has taken a
growing toll on workers. Total federal
regulatory costs are estimated at $6,831
per household in 1996. While federal
regulatory costs per household dropped from
$7,495 in 1980 to $6,020 by 1988, they have
since climbed back up to $6,831 today.

Federal regulatory cost per household (in 1995 §)

Real value of deduction and exemption (1995 dallars)
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Sources: Internsl Revenue Service; Bureau of Labor Statistics

GROWING REGULATORY COSTS PER HOUSEHOLD

Sewrce: Themas B. Hophins, "Prefiles of Regulatery Costs,” Report to the SBA, November 1995



12. Rising Interest Rates

Major policy initiatives foster shifts of
future expectations. On November 8, 1994,
interest rates hit a turning point, as investors
anticipated less federal spending, lower
taxes, and an economic environment
conducive to growth. Rates fell from 8.16%
on November 8 to 5.95% by December
1995. Unfortunately, President Clinton’s
veto of the Republican balanced budget and
his refusal to adopt pro-growth policies has
caused rates to rebound to higher levels.
Higher interest rates force families to pay
more for home mortgages, car loans, and
student loans. A typical family with a
$75,000 mortgage, a $15,000 car loan, and
an $11,000 student loan could save $1,771
every year if interest rates drop a single
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INTEREST RATES ON THE RISE
30-YEAR TREASURY BOND YIELDS
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30-year Treasury Bond rates (percent)
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GOP wins Congress

/

Clinton takes office

(August 1993) )
Clinton's majoc / Clinton vetos /
health-case spesch balanced budget
(September 22, 1993) (December 6, 1995) -~
1992 1993 1994 1995 1996

Sources Treaswry Department

percentage point because of a balanced budget.

Prepared by Paul G. Merski, Chief Economist and Phaedon 1. Sinis, Associate Economist. (202) 224-5171.
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GOVERNMENT GROWTH FOSTERS WORKERS®’ ANXIETY

‘Working Americans are feeling anxious about the economy, particularly when it comes to
their paychecks and the security of thier jobs. Too many Americans believe their economic
opportunities and standards of living are worse than previous generations. Many workers are caught
in “job-lock.” They fear voluntarily leaving a job today - even one in which they may not have
received a raise in several years - because they don’t think there will be a better one (or even another
one) around the corner.

‘WORKERS’ INCOME ANXIETY

This working middle-class anxiety bas intensified because the growth rate of real median
family income has been zero percent during the Clinton Administration.! The Census Bureau
recently reported that real median household income “showed no statistically significant change”
between 1993 and 1994.2 Sadly, most middle class workers simply are not getting ahead. After
adjusting for inflation, median household income is $97 less today than it was in 1992, and it has
fallen in four out of the last five years. Total worker compensation, a broader income measure that
includes all wages, salaries and benefits, rose only 0.4 percent in 1995 after adjusting for inflation,
the slowest growth in more than fourteen years.?

Real Median Household Income

1994 dollars

Jo N

T ————— W e
1980 1982 84 1986 1988 1990 1992 1994
Source: United States Census Bureau
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WORKERS’ GOVERNMENT BURDEN SWELLS

Increased worker anxiety has paralleled the mushrooming cost of government for the typical
American worker. Just look at President Clinton’s latest budget to see the record tax bite imposed
by government at all levels. In 1995, Clinton’s own OMB says total government receipts
represented a record share of America’s total incoz::3, 30.4% of GDP.* (The U.S. Department of
Commerce projects an even bigger bite: 31.4%).

Taxes as a Percentage of GDY
1950-1995

Total Federal State & Local
Government | Government Government
Receipts Receipts Receipts

21.4% 14.8% 6.6%

23.9% 17.0% 6.9%

26.2% 18.3% 7.9%

26.1% 17.4% 8.7%

29.7% 19.6% 10.2%

29.3% 18.5% 10.8%

29.6% 19.6% 10.1%

29.1% 18.5% 10.6%

29.5% 18.8% 10.7%

30.4% 19.3% 11.0%

Source: Office of Managemnt andt Budget.
Totals may not add duc to rounding.

WORKERS PAY MORE TAXES, HAVE LESS FREEDOM

As government’s share of income has grown, the share that American workers get to keep
has greatly diminished. Tax Freedom Day for the typical American worker won’t arrive until May
7 this year - the latest ever. This means working from January 1 thru May 7, just to earn enough
to pay all federal, state and local taxes.® Since 1955, the typical American has forfeited nearly an
extra month’s pay to cover the growing cost of taxes. In 1955, Tax Freedom Day was on April 9,
compared to May 7 this year. But even working until May 7 doesn’t cover the $145 billion in
additional federal deficit spending estimated for 1996. If the 1996 federal deficit was included, Tax
Freedom Day wouldn’t arrive until May 16.° Even that doesn’t tell the whole story of the cost of
government. Including all federal, state, and local regulatory costs, along with their taxes, workers
have to work until July 3 this year to pay for the total cost of government.”
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Tax Freedom Day
May 7*

May 7

April 30

April 27
April 14
April

April 1

March 1

February 6

Source: Tax Foundation. *Leap year makes Tax Freedom Day appear one calendar day earlier.

Another way to look at the impact on workers from government growth is to examine the tax
bite in the eight-hour day. Today, the typical worker labors nearly three hours out of an eight-
hour workday just to pay taxes. In 1996, the tax bite in the typical 8-hour workday averages 2
hours and 47 minutes. Workers forfeit nearly an extra hour of their pay each day to government
compared to fifty years ago. In 1945 the tax bite in an 8-hour day was 1 hour and 59 minutes versus-
2 hours and 47 minutes today. No wonder workers feel they are working longer and harder with
little to show for it - they are.

ARE TODAY’S WORKERS BETTER-OFF THAN THEIR PARENTS?

Do today’s young working families feel better-off than their parents? Judging by their tax
burden, a two-earner family today shoulders a larger tax burden than an identical family did forty
years ago. In 1955, the median family paid 27.7 percent of its income in total taxes. By 1995, their
total tax burden took 38.2 percent of their income.® In other words, a family that pays $21,320 in...
taxes today would have paid just $7,046 back in 1955 after adjusting for inflation and allowing for
real income growth - a three-fold increase. Family tax deductions have also eroded. The personal
and dependent exemption that totaled $600 in 1950 was $2,500 in 1995. But, had this deduction just
kept pace with inflation, it would be more than $3,800 today. In other words, this exemption has
eroded by more than $5,200 for a family of four.
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Taxes Take a Larger Share of the Family’s Budget

1955 Family Budget 1995 Family Budget

All other:
61.8%

All other:
72.3%

Total Taxes as a Percent of Income
27.7%
29.3%

37.3%

38.1%
37.7%
37.7%
37.6%
36.7%
38.0%

38.2%

Source: Tax Foundation.

WORKERS ABSORB SHARP INCREASE IN PAYROLL TAXES

A major reason for the dramatic increase in a worker’s tax burden over the years has been
the sharp rise in federal payroll taxes. The combined employer-employee payroll tax rate has risen
a full 13.3 percentage points from 2 percent in 1949 to 15.3 percent today.” Economists generally
agree that the business share of federal payroll taxes reduces workers’ wages by the amount of the
tax. In other words, workers’ wages are nearly 6 percent lower than they should be, given 1950
payroll tax levels. This tax erosion of wages offers a valid explanation for today’s worker anxiety.
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Payroll Tax Rates

Combined Employer-Employee

2%

4%

7.25%

11.7%

14.1%

15.3%

Source: U.S. Department of Treasury

WORKERS HAVE SMALLER SAVINGS CUSHION

Another explanation for the increased anxiety among today’s workers is the decline in the
savings rate. Today’s working families have a much smaller “savings cushion” to fall back on
should they lose their jobs or voluntary leave their jobs in search of a better opportunities. As the
worker’s share of the government tax bite has risen, the savings rate has declined. Today’s personal
savings rate is less than half what it was just twenty years ago. In 1975, savings as a percentage of
disposable personal income was 9 percent, but by 1995 it had fallen to just 4.5 percent.!®

Personal Savings Rates

Source: Bureau of Economic Analysis.
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RECENT TAX HIKES ADD TO WORKERS’ ANXIETY

In 1993, President Clinton levied the largest tax increase in history, including higher gasoline
taxes, tax hikes on Social Security recipients, and steep income tax hikes on individuals and small
business owners. This $241 billion tax hike also boosted the top marginal tax rate by as much as
14.5 percentage points - from 31 percent to 45.5 percent - for many individuals and small business
owners.!! These higher taxes feed a growing government at the expense of business expansion, new
hiring, and higher wages for workers.

Clinton’s Impact on the Top Marginal Tax Rate

Previous top marginal income tax rate 31.0 %

Top rate increases from 31 percent to 36 percent +5.0%
($115,000 single return, $140,000 joint return)

10 percent surcharge on more successful individuals and smal +3.6%
businesses (incomes over $250,000)

Elimination of $130,000 wage cap on health insurance payroll tax +29%

Permanent extension of expiring limitations on both personal +2-3%
exemptions and itemized deductions

New top marginal income tax rate 44.5-45.5%

Source: U.S. Department of Treasury; Joint Economic Committee
WORK HARDER — PAY MORE

Due to recent tax hikes, a working family that faced a top federal income tax rate of 28
percent in 1990 could now face a marginal rate in excess of 40 percent. These steeply graduated tax
rates take a bigger and bigger share of workers’ incomes as they earn more. In other words, the tax
code punishes people who work hard and take risks to improve their standard of living. Workers
automatically forfeit more of their money to taxes when they are pushed into higher tax brackets -
cuiting government in on a larger share of their earnings.

GROWTH OF REGULATIONS COST WORKERS TOO

While workers may be well aware of the burden from the increase in taxes they pay directly, :.
the cost of government regulations also takes a large and growing toll. Total federal regulatory costs
per household are estimated at $6,831 in 1996.” Regulatory costs per household dropped from
$7,495 in 1980 to $6,020 by 1988, but they have climbed back up to $6,831 today.
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Federal Regulatory Cost Per Household (In 1995 Dollars)

1980 $7,495
1981 $7,203
1982 $6,850
1983 $6,830
1984 $6,625
1985 $6,469
1986 $6,269
1987 $6,224
1988 $6,020
1989 $6,044
1990 $6,353
1991 $6,582
1992 $6,725
1993 $6,662
1994 $6,670
1995 $6,809
1996 (est.) $6,831

Source: Thomas B. Hopkins, “Profiles of Regulatory Costs,” Report to the SBA, November 1995.
CONCLUSION

In the final analysis, most worker anxiety is the direct result of the growth in government.
Government expansion has coincided with the present decline in workers’ incomes and savings. -
Because of recent tax rate hikes, many workers feel they have to work as hard as they possibly canw
just to keep up. Reversing the growth of government taxing, spending and regulating is a sure way. .
to ease worker anxiety.

Prepared by Paul G. Merski, Economist. (202) 224-5171
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TOP TWELVE TAX FACTS

1. Taxes Dominate Family Budget

The typical American family pays more in total taxes than it spends on food, clothing, and shelter
combined. That's over 38 percent for total tuxes vs. 28 percent for food, clothing and housing. (Tax
Foundation)

Two Income Family
1995 Budget

Medicat Care
10%
State/Iocal Taxes
12%
House & |
15%
7
A i Food
< 9%
T
Transportation . Glothing
Recreation
[Source: Tax Foundation, 6% s O

[Segments may not total 100% due to rounding.
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2. More Taxes = Less Freedom:
Tax Freedom Day Is Latest Ever!

Tax Freedom Day for the typical American taxpayer didn’t arrive until May 7 in 1996 -- the latest
date ever. This means he or she has to work from January 1 thru May 7 to earn enough to pay all
federal, state and local taxes. (Tax Foundation) '

Tax Freedom Day

May 7*

May 7

April 30

April 27
April 14

April 9

April 1

March 1

February 6

Source: Tax Foundation. *Leap year makes Tax Frecdom Day appear one calendar day earlier

3. Government Takes A Bigger Bite:
Tax Bite In The Eight-Hour Work Day Grows

The typical worker now toils neatly three hours out of an eight-hour workday just to pay taxes. -
In 1996, the tax bite in the typical 8-hour workday was 2 hours and 47 minutes. By comparison, in
1945, the tax bite in an 8-hour day was 1 hour and 59 minutes. (Tax Foundation)
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4. America Speaks:
How Much Should Families Pay In Total Taxes?

According to a recent Reader’s Digest poll, the maximum tax burden Americans believe a Samily
should pay is 25 percent. That’s not just for federal income taxes, but taxes from all levels of
government, including social security taxes, sales taxes, excise taxes, property taxes, etc.
Unfortunately, the total tax burden on the typical American family is far greater than the desired 25
percent: it now stands at 38.2 percent. -

Males Whites Conservatives ,
Females Blacks Moderates 43
Liberals
i Those 35 yrs. of age or younger
Republicans
Democrats T0daver of v
Independents @ @ .68 yrs. or age and older
Those with » high-school degree or less Those earming less than $30,000

..with some college
..with college degree or more
= % 75,000 or more

Currently a family pays 38.2% in total taxes.

ree; Roper Ceater for Public Opinion Research; Render's Digest, February 1996; The Tax Foundation.

Survey Question: What's the highest percentage you think would be fai for a family making $200,000 a year to pay when you add
all their taxes together?

(JEC Note: 99.2 percent of taxpayers have incomes below $200,000 per year).

Median Responses by Type: Male 25 percent, Female 25 percent, White 25 percent, Black 25 percent, H S. degree or less 25
percent, Some college 25 percent, College degree or more 25 percent, Age 35 or younger 25 percent, 35-49 25 percent, 50-64 25
percent, 65 or older 25 percent, Less than $30k in income 25 percent, $30k-$49k 25 percent, $50k-$74k 25 percent, $74k or more
25 percent, Republican 25 percent, Democrat 25 percent, Independent 25 percent, Conservative 25 percent, Moderate 25 percent,
Liberal 25 percent, Married 25 percent, Separated/divorced 25 percent, Single 30 percent, Children at home 25 percent, No children
at home 25 percent, Protestant 25 percent, Catholic 25 percent.
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5. Clinton’s Taxing Policies:
Tax Take Rises Under Clinton

In 1993, President Clinton levied the largest tax increase in history, including higher gasoline taxes,
tax hikes on Social Security recipients, and steep income tax hikes on individuals and small business -
owners. This $241 billion tax hike also boosted the top marginal tax rate by as much as 14.5
percentage points from 31 percent to 45.5 percent. (Treasury Department; JEC; JCT)

Clinton’s Impact on the Top Marginal Tax Rate -

Previous top marginal income tax rate 31.0%

Top rate increases from 31 percent to 36 percent +5.0%
($115,000 single return, $140,000 joint return)

10 percent surcharge on more successful individuals and small +3.6%
businesses (incomes over $250,000)

Elimination of $130,000 wage cap on health insurance payroll tax +2.9%

Permanent ion of expiring limitations on both p 1 +2-3%
exemptions and itemized deductions

New top marginal income tax rate faced by small businesses 44.5-45.5%

Source: U.S. Department of reaswy: Joint Economic Committee.

6. The Happiness Quotient:
1950s vs. Today

In the “Happy Days” of 1955, the median family paid 27.7 percent of its income in total taxes. By
1995 its total tax burden claimed 38.2 percent of income. In other words, the family that pays
821,320 in taxes today, would have paid just $7,046 back in 1955 after adjusting for inflation-a
three-fold increase! (Census Bureau; Tax Foundation)
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7. The 19 Percent Truism:
Federal Receipts Hover Around 19 percent of GDP

No matter how high tax rates have been set, historically, federal revenues oscillated closely around
19 percent of GDP. Regardless of whether the top marginal rate was 90, 70, 50, or 28 percent, .
revenues remained close to 19 percent of GDP. (JEC; OMB)

Tax Receipts and Tax Rates

percent percent

2 100

ZOI\ A/A/\_/\_/\/\/ i
(VAVAR AN g

\
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Average Receipts
1950 to present

15 Tax Receipts o
25 2 % of GDP Top Personal (18.4%; left scale)
(left scale) Income Tax Rate
(right scale)
10 40
5 20
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 gt

Source: Office of Management and Budget; Tax Foundation.
8. Social Security Taxes Take Heavy Toll

While President Clinton claims his tax hikes hit only “the wealthy,” he ignores the huge tax increase
he placed on the middle-income elderly. That's because he subjected 85 percent of Social Security
benefits to federal income taxes for unmarried seniors earning more than $34,000 and married:
seniors with combined income of $44,600 or more (only $22,000 per person). These income levels
were not even indexed for inflation, which means that each year more elderly Americans have their
benefits taxed. Social Security taxes also levy a heavy burden on working families. More than half
of working families now pay more in total Social Security payroll taxes than they pay in income
taxes. That’s because the total payrol! tax rate has grown from just 2 percent in 1949 to 15.3 percent
today. (Treasury Department; Department of HHS, Social Security Administration)
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9.  The Real Returns On Capital Gains:
Middle Class And Elderly Americans Would Benefit From Capital
Gains Tax Cut

IRS tax return data show that more middle-income taxpayers and seniors stand to benefit from a-
capital gains tax cut than those at the upper end of the income scale. In fact, 56.9 percent of all tax-
returns reporting capital gains came from taxpayers with total incomes below 350,000 per year.
Many middle- and lower-income elderly Americans depend on cashing in their capital gains as their
source of retirement income. (IRS; JEC)

Taxpayers Reporting Capital Gains In 1993
Above $50,000

Below $50,000

Source: Internal Revenue Service preliminary 1993 data.

10. The Diminished Dependent Deduction:
Dependent Deduction Hasn’t Kept Up With Inflation

The personal and dependent exemptions that totaled $600 in 1950 was $2,500 in 1995.
Unfortunately, had then deductions merely kept pace with inflation, they would be more than $3,800
today. In other words, these exemptions have eroded by more than $5,200 for a family of four.
(Treasury Department; JEC)
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11. Good Money After Bad:
Interest Payments On The National Debt Remain A Major
Taxpayers’ Expense

Interest p on the national debt t for one out of every seven dollars taxpayers send
to Washington. Reducing runaway deficit spending while balancing the budget is.the only way to
bring down the national debt and lower the high cost to taxpayers of interest payments. (OMB; JEC)

12. Liberal Class Warfare vs. The Facts:
Who Pays The Taxes?

High-income eamers continue to pay a large and growing share of the rising income tax burden. The
top tenth percent of earners saw their share of the tax burden rise from 49.7 percent in 1983 to
58.8 percent by 1993. By contrast, the bottom kalf of income earners saw their share of the tax
burden fall from 7.2 percent to 4.8 percent between 1983 and 1993. (IRS)

Percent of Federal Individual Income Taxes Paid
by Income Group

Top 25%

—
St
e

% 20% 0% 60% 80% 100

Source: Internal Revemue Service; Joint Economic Committee

Prepared by the Joint Economic Committee

Contact: Paul Merski, Ed ist; Ross Lindholm, Deputy Director; or Shelley Hymes,
Communications Director: (202) 224-5171
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1980s TAX CUTS:
MYTHS vs. FACTS

June 7, 1996

The large tax cuts of 1981 have been vilified as “voodoo economics.” But if there is such a thing as
voodoo economiics, it is the haphazard collection of myths, such as those listed below, used to attack tax
cuts:

Myth 1:
The 1981 tax cuts “exploded the deficits.”
Facts
. Tax cuts resulted in increased revenues. Federal receipts rose from $599 billion in 1981 to $991
biltion in 1989 - an increase of 65.3 percent.
. Even adjusting for inflation, receipts (in 1996 dollars) rose from $1.03 trillion in 1981 to $1.23
trillion in 1989 - an increase of 19.5 percent.
. In fact, when the tax cut went into full effect in 1983, the real increase in receipts from 1982 to

1989 was 24.1 percent.

. Despite claims that the deficit increased by 39.6% in real terms between 1981and 1989, such
claims obfuscate the facts. During the relevant years - when the tax cuts took hold, between 1982
and 1989 - the deficit actually fell by 7.8 percent in inflation-adjusted dollars.

Myth 2:
The deficits were a “credit card” for the economy that enabled it to grow

. Although deficits persisted throughout the 1980s, long-term interest rates fell from more than 14
percent in 1981 to Jess than 8 percent in 1986 and 1989. The downward trend during the whole
decade is pronounced and consistent.

. ‘While deficits and long-term rates came down, the economy was booming. The entire expansion,
which began in the fourth quarter of 1982 and ended in the third quarter of 1990, yielded an
average growth rate of 3.7 percent. Today, a common refain is heard - that the economy cannot
grow faster than 2.5 percent. This may be true under Clinton’s high taxes, onerous regulations, and
burdensome government spending. But with 1980s-style tax reform, 4 percent growth - such as
that experience between 1982 and 1989 - could easily be achieved.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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o Some argue that growth was rapid only because the economy was coming out of a deep recession.
This is wrong. In the second quarter of 1983, real GDP surged past previous levels, indicating that
the economy had already made up for the recession. But in the following year, the economy grew
at a stunning rate of 7.5 percent - even as inflation was declining!

. Deficit spending does not and cannot create growth. When deficit spending rose after President
Reagan left office, economic growth dropped by more than a third - from 3.9 percent in 1988 to
2.4 percent in 1989 - and then fell into recession, with a -1.7 percent contraction in 1990.

The “rich became richer and the poor Ii‘g;,:ni;oorer” during this “Decade of Greed”

Facts

. Liberal critics take curious satisfaction in manipulating data to rekindle the flames of class warfare.
One area in which this is common is income growth.

. All income groups saw their incomes rise in the 1980s. This was largely the result of the 1981 tax

cuts and their positive impact on growth.

Real Income Growth, 1982-1989
20th percentile 11.0%
40th percentile 11.0%
60th percentile 11.6%
80th percentile 13.8%

Source: U.S. Census Bureau

Prepared by Paul G. Merski, Chief Economist, and Phaedon I Sinis, Associate Economist.
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A TAX CUT IS A RAISE

President Clinton and the Democrats have offered their solution to falling wages: raising the
minimum wage. But only 15% of the people who earn the minimum wage, or just above it, are..
heads of households - single parents or sole-earners in married families. Overall, that’s 1.3 million
workers nationwide. By contrast, 28 million households nationwide would have gotten a tax credit
of $500 per child if Clinton had signed the Republican tax cut, which he vetoed instead. Put simply,
Clinton’s plan to raise wages would leave almost 27 million workers out in the cold.

As the following chart clearly shows, the Republican tax cut would do a better job of putting
more money in more people’s pockets than raising the minimum wage would - even if the minimum
wage didn’t kill the more than 600,000 jobs that economists expect.

HEADS OF
NUMBER OF HOUSEHOLDS
HOUSEHOLDS BENEFITTING DIFFERENCE
ELIGIBLE FOR | FROM MINIMUM BETWEEN
$500 TAX WAGE COLUMNS

STATE CREDIT! INCREASE? 1&2
Alabama 458,305 43,760 414,545
Alaska 50,764 504 50,260
Arizona 344,152 20,618 323,534
Arkansas 204,550 24,476 180,074
California 3,220,961 153,755 3,067,206
Colorado 443,390 13,475 429,915
Connecticut 450,950 3,491 447,459
Delaware 84,403 2,381 82,022
District of Columbia 58,234 1,724 56,510
Florida 1,220,002 91,188 1,128,814
Georgia 731,198 41,067 690,131
Hawaii 119,847 0% 119,847

=
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Idaho 87,656 5,929 81,727
Mllinois 1,306,658 61,960 1,244,698
Indiana 686,448 32,167 654,281
Iowa 352,426 10,920 341,506
Kansas 269,855 12,815 257,040
Kentucky 384,228 31,630 352,598
Louisiana 490,407 35,102 455,305
Maine 131,997 5,002 126,995
Maryland 635,082 13,057 622,025
Massachusetts 656,736 12,122 644,614
Michigan 1,133,824 37,410 1,096,414
Minnesota 529,451 12,014 517,437
Mississippi 234,841 25,408 209,433
Missouri 582,332 31,886 550,466
Montana 66,566 4,907 61,659
Nebraska 187,140 6,466 180,674
Nevada 125,699 4,774 120,925
New Hampshire 128,774 3,936 124,838
New Jersey 929,953 18,709 911,244
New Mexico 161,684 12,657 149,027
New York 1,791,245 63,168 1,728,077
North Carolina 758,648 42,876 715,772
North Dakota 69,979 3,580 66,399
Ohio 1,316,904 54,009 1,262,895
Oklahoma 326,092 22,451 303,641
Oregon 369,147 8,198 369,949
Pennsylvania 1,247,727 56,429 1,191,298
Rhode Island 94,031 2,966 91,065
South Carolina 415,514 30,433 385,071
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South Dakota 84,654 3,706 80,948
Tennessee 570,268 37,163 533,105
Texas 2,016,767 156,892 1,859,875
Utah 22,830 6,739 216,091
Vermont 90,396 1,406 88,990
Virginia 784,417 25,542 758,875
Washington 602,878 10,163 592,715
West Virginia 155,077 23,273 131,804
Wisconsin 560,604 14,718 545,886
Wyoming 68,441 2.926 65,515
Totals 28,014,132 1,341,958 26,672,174

*Hawaii’s minimum wage already exceeds Clinton’s proposal

1. Heritage Foundation; Conferees’ $500 Per-Child Tax Credit Frees 3.5 Million Families From
Income Tax Rolls; Scott Hodge; November 15, 1995.

2. Employment Policies Institute; A State-By-State Profile of Today’s Minimum Wage Workers.
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“According to a
recent Reader’s
Digest poll, the
maximum tax
burden Americans
believe a family
should bear is 25
percent.”

“...the typical
family of four now
ays a total of 38.2
percent of their
income in taxes -
more than they
spend on food,
clothing, and
housing
combined.”
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TAX BURDEN ON TYPICAL AMERICAN FAMILY
FAR EXCEEDS FAIR

How much should American families pay in total taxes? According to a recent
Reader’s Digest poll, the maximum tax burden Americans believe a family should bear
is 25 percent.’ And that’s not just for federal income taxes but all levies, including
social security taxes, sales taxes, excise taxes, property taxes, etc.

Unfortunately, the tax burden imposed on a typical family is remarkably out of
step with their wishes. Most American families forfeit far more than 25 percent of their
income to taxes. In fact, the typical family of four now pays a total of 38.2 percent of
their income in taxes - more than they spend on food, clothing, and housing combined?
(Table 1, Figure 1). While Americans believe 25 percent of their income should be the
maximum levy for all taxes, federal taxes alone claim for 26.5 percent of the typical
family’s earnings. Total state and local tax levies take an additional 11.7 percent of the
typical family’s income.

Table 1
1995 TAX BURDEN ON THE TYPICAL AMERICAN FAMILY*
Median Family Income $52,039
Federal Income Tax $4,926
Payroll Taxes:
Employee Portion $3,822
Employer Portion $3,822
Other Federal Taxes $2,244
Total Federal Taxes $14,814
Total State/Local Taxes $6,506
Total Taxes $21,320
After Tax Income $34,541
Total Taxes as a Percent of Income**
38.2%

Source: Tax Foundation, U.S. Bureau of the Census.
*Two-earner family of four, 1995-estimate.
**Effective tax rate calculation adds employer’s share of the
payroll tax to the family’s income.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171
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“..at the current
tax rate, an
individual toils
more than three
hours of an
verage eight hour
workday just to
pay the tax
collectors.”

Figure 1
Two INcome FAMILY
1995 BUDGET

Federal Taxes
27%

Saviugs

Medical Care
10%.

State/Local Taxes
12%

Food
9%

i Clothin;
Tnng;:mn! tion ™ 4o, 3
5%

Sourca: Tax Foundation.

Al told, the current 38.2 percent family tax burden is more than 50 percent
higher than the preferred maximum of 25 percent. In other words, at the current tax
rate, an individual toils more than three hours of an average eight hour workday just to
pay the tax collectors. However, if a maximum tax rate of 25 percent were used,
Americans would forfeit two out of eight hours work to taxes.

‘WHAT CLASS WARFARE?

Interestingly, the survey’s median 25 percent maximum tax bite response cut
across individuals of all income levels, races, political parties, genders, ages, and
ideologies (Figure 2). Americans are remarkably uniform in their assessment of what
maximum tax burden is fair despite the abundance of class warfare rhetoric. Simply
stated, there is a widespread consensus that all Americans are overtaxed.
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Figure 2
WHAT MAXIMUM TAX BURDEN IS FAIR?*

Whites Conservatives
Blacks Moderates g
Liberals

Those 35 yrs. of age or younger

Republicans
Democrats :g-ﬁ yvrs. o: age
Independents -50-64 yrs. of age

.65 yrs. or age and older

Those with a high-school degree or less Those earning less than $30,000
. With some college ..$30,000-549,000
...with college degree or more ...$50,000-§74,999
375,000 or more

Currently a family pays 38.2% in total taxes.

Saurce: Roper Center for Public Opinion Research; Reader's Digest, February 1996; The Tax Foundation.

* Survey Question: What’s the highest percentage you think would be fair for a family making $200,000 a year
to pay when you add all their taxes together?

{3EC Note: 99.2 percent of taxpayers have incomes below $200,000 per year).

Median Responses by Type: Male 25%, Female 25%, White 25%, Black 25%, H.S. degree or less 25%, Some
coliege 25%, Coliege degree or more 25%, Age 35 or younger 25%, 35-49 25%, 50-64 25%, 65 or older 25%, Less
than $30K in income 25%, $30k-$49K 25%, $50k-$74k 25%, $74k or more 25%, Republican 25%, Democrat 25%,
Independent 25%, Conservative 25%, Moderate 25%, Liberal 25%, Married 25%, Separated/divorced 25%, Single
30%, Children at home 25%, No children at home 25%, Protestant 25%, Catholic 25%.
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“...a national debt
exceeding $4.9
trillion and
persistent federal
deficit spending
over the past 26
years have come
from the failure to
keep spending
within the bounds
imposed by
revenues.”

“While tax rates
have been raised
repeatedly under

the guise of deficit
reduction, each 31
in new taxes raised
by Congress
resulted in $1.59
of new
spending...”

“Only by reducing
both spending and
the related tax
burden can
government get
into step with the
desires of the
American family.”

A 17 PERCENT FEDERAL RATE

Currently, the typical family’s tax burden is split approximately 70 to 30
between federal and state/local taxes respectively. If we were to preserve this ratio
under the desired maximum tax bite of 25 percent, federal taxes on the family would
have to drop from 26.5 percent to 17.4 percent. Likewise, total state and local taxes
would need to fall from 11.7 percent to 7.6 percent.

SPENDING CONTRADICTORY

At the desired 25 percent maximum tax rate, the current level of government
spending at all levels is also severely out of step with taxpayers’ wishes. In 1995, total
government spending at the federal, state, and local levels hit an estimated $2.28
trillion, including $160 billion in federal deficit spending.®> A household’s maximum
tax burden of 25 percent would make the appropriate level of total government
spending some $890 billion per year lower. A 25 percent maximum tax take, with no
deficit spending, would allow total government spending of $1.39 trillion, roughly the
same as in 1986.

Figure 3
TAX RECEIPTS AND TAX RATES

25 cperoent poreant

Average Recelpts

15 Tax Recripts e 155010 pesent ©
132% of GDP Top Personal (18.4%; left scale)
(left scale) Income Tax Rate
(right scale}
10 40
5 20
19! 1955 1960 1965 1370 1975 1980 1985 1990 1995

Seurce: Office of Musagement and Budget; Tax Foundation,

Historicaily, federal revenues have oscillated closely around 19 percent of GDP,
no matter how high tax rates were set (Figure 3). Regardless of whether the top
marginal income tax rate was 90, 70, 50, or 28 percent, revenues remained around 19
percent of GDP. Unfortunately, a national debt exceeding $4.9 trillion and persistent
federal deficit spending over the past 26 years have come from the failure to keep
spending within the bounds imposed by revenues.
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A Vicious CYCLE

Unchecked deficit spending has permitted the federal government to expand far
beyond its revenues. While tax rates have been raised repeatedly under the guise of
deficit reduction, each $1 in new taxes raised by Congress resulted in $1.59 of new
spending,as a widely circulated Joint Economic Committee report uncovered.* This
vicious cycle of budgetary pressures has engulfed the typical American families with
atax burden far higher than they consider fair. Only by reducing both spending and the
related tax burden can government get into step with the desires of the American
family.

Prepared by Joint Economic Committee economist Paul G. Merski. (202) 224-5171.

ENDNOTES

1. Reader’s Digest, Special Report: “How Fair Are Our Taxes,” Rachel Wildavsky; February
1996; pp.57-61. Survey conducted by the Roper Center for Public Opinion Research.

2. Tax Foundation, Special Report No. 54: “Taxes Force American Family to Tighten Belt,”
Arthur P, Hall; November, 1995.

3. Office of Management and Budget: Budget of the United States Government, Historical . ...
Tables, Fiscal Year 1996, Table 15.2, p.237; and JEC estimates.

4. Joint Economic Committee study: “Taxes and Deficits: New Evidence,” Richard Vedder,
Lowell Gallaway, and Christopher Frenze; October 30, 1991.
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THE PRESIDENT HAS FORGOTTEN
THE MIDDLE CLASS

“We will lower the tax burden on middle class Americans.”

Presidential candidate Bill Clinton, 1992

“Probably there are people in this room still mad at me because you
think I raised your taxes too much. It might surprise you to know that
1 think I raised them too much, too.”?

President Bill Clinton, October 17, 1995

Despite inheriting an improving economy upon entering the Oval Office,
President Clinton abandoned his campaign promise of middle-class tax relief and
instead levied a $241 billion tax hike. The Omnibus Budget Reconciliation Act
(OBRA’93), signed into law on August 10, 1993, contained the largest tax increase in
history. This $241 billion net tax hike included retroactive income tax increases
effective January 1, 1993; before Clinton assumed office.

TAXING THE MIDDLE CLASS

Instead of middle-class tax relief, President Clinton chose to include in his $241
billion tax plan higher federal gasoline taxes, tax hikes on Social Security recipients, -
and steep income tax hikes on small business owners. The President even tried
unsuccessfully to institute a brand new $71 billion BTU energy tax that would have cost
the typical family nearly $500 per year. Clinton’s tax hikes directly and indirectly
increased the tax burden on millions of middle-income taxpayers. It’s little wonder why
President Clinton recently stated that he may have raised taxes too much.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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“Estate taxes
regularly tax
money that has
already been
taxed once, if
not twice.”

“..much of the
$241 billion in
tax hikes has
fallen on middle-
income
households as
well as small-
business owners
and their
workers.”

TAXING THE ELDERLY

When President Clinton claitns his tax hike hit only. the “wealthy,” he ignores
the huge tax increase he placed on the middle-income elderly. Under the Clinton tax
hike, millions of middle-class seniors now pay higher taxes. That’s because 85 percent
of Social Security benefits are now subjected to federal taxes for unmarried seniors
earning more than $34,000 and married seniors with combined income of $44,000 or
more (only $22,000 per person). These income levels were not even indexed for
inflation, which means that each year even more elderly have their benefits taxed.
Despite the Administration’s “soak-the-rich” rhetoric, middle-income seniors ended up
getting drenched. To add insult to injury, the Clinton Administration originally counted
their increased tax burden on the elderly as a spending cut. This five-year $25 billion
tax hike impacts more than six million Social Security recipients, leaving them with less
money to meet their living expenses.

President Clinton’s tax hike also reinstated the highest estate and gift tax rate.
Federal estate (death) and gift taxes represent punitive double taxation and unfairly
transfers income from families to the government. Estate taxes regularly tax money that
has already been taxed once, if not twice. Clinton’s reinstatement of the steep 55
percent top estate tax rate frequently forces many families to liquidate or sell their
businesses or farms just to pay the tax collector. Families are forced to pay massive
taxes rather than being able to pass their belongings onto their next generation -- often
wiping out a lifetime of hard work.

THE MIDDLE-CLASS DRIVES, TOO

One of the largest items in Clinton’s tax hike plan increased federal gasoline
taxes to the tune of $32 billion.* President Clinton raised the federal gasoline tax a total
of 6.8 cents per gallon, forcing all drivers to pay more each year for their commuting
and traveling. Americans now pay 18.4 cents per gallon of gasoline just in federal
excise taxes. And higher gasoline prices mean consumers pick up the increased
transportation costs in the price of the goods they purchase. As a share of income,
middle-income famities face nearly triple the burden of higher income families from the
regressive gasoline tax burden.

Traditionally, federal gasoline taxes have been earmarked to go into the
Highway Trust Fund for road construction. However, for the first time, Clinton allowed
his additional gasoline tax to go into the general fund for general spending.

MASSIVE TAX HIKE ON SMALL BUSINESS OWNERS

The architects of Clintonomics have done their best to convince the American
people that their tax hikes were targeted at the so-called “rich.” However, much of the
$241 billion in tax hikes has fallen on middle-income households as well as small-
business owners and their workers,
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“Clinton’s
higher taxes
have continued
to transfer
small-business
resources to a
growing
government at
the expense of
expansion, new
hiring, and
higher wages for
workers.”

The largest revenue raiser in OBRA’93 was the retroactive income-tax hike that
kicked in on January 1, 1993. Although these taxes were touted as hitting only the
“rich,” hundreds of thousands of small businesses (and their employees).continue to
absorb the increased tax burden. That’s because most small businesses pay individual
income taxes and are organized as Subchapter S corporations, partnerships,.or sole
proprietorships. Of all the businesses in America, 80 percent are unincorporated and
pay taxes as individuals. Instead of encouraging small-business growth and more
employment, Clinton’s higher taxes have continued to transfer small-business resources
to a growing government at the expense of expansion, new hiring, and higher wages for
workers.

TABLE 1
CLINTON’S IMPACT ON THE TOP MARGINAL TAX RATE
Previous top marginal income tax rate 3L0%
Top rate increases from 31% to 36% 5.0%
{$115,000 single return, $140,000 joint return)
10% surcharge on more successful individuals and small businesses 3.6%
{incomes over $250,000)
Elimination of $130,000 wage cap on health insurance payroll tax 2.9%
Permanent of expiring limi on both p 1 2-3%
and itemized d .

44.5-45.5%

New top marginal income tax rate faced by small businesses

Source: U.S. Department of Treasury; Joint Economic Committee.

Table 1 shows how Clinton’s “soak the rich” tax hikes have caused many
individuals and small businesses to face as much as a 14.5 percentage point increase in
their marginal income-tax rate—a whopping 46 percent hike. The Clinton
administration justified and sold this major tax hike largely by claiming that only a
limited number of small businesses would have to pay. However, an examination of
the latest 1993 tax return data paints a different picture of who pays.

TABLE 2
SMALL-BUSINESS INCOME SUBJECT TO TAX INCREASE*
Small-Busi i or Partnership or
Income Level Professional S Corporations Totals

(% of total income) (% of total income)

$200,000 - $500,000* 8.0% 11.6% 19.6%
$500,000 - $1 mitlion 5.4% 16.1% 21.5%
More than $1 million 27% 23.0% 25.7%

Totals T 16.1% 50.7% 66.8%

* This table actually underestimates the full amount of business income subject to Clinton's higher taxes since the
new tax rate applied to income starting at $115,000 single and $140,000 joint return (for combined business and
personal income).

Source: Internal Revenue Service, 1993 tax return data; Joint Economic Committee.
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“Eighty-four
percent of these
new jobs are
created by
businesses with
500 or fewer
employees.”

“Despite the
economic
recovery of
recent years,
real median
household
incomes have
stagnated.”

Table 2 shows that at least two-thirds of the taxpayers with adjusted gross
incomes of more than $200,000 (those assumed to have incomes high enough to be
affected by Clinton’s income-tax hikes) reported business income on their individual
income tax returns.’

Simply stated, the bulk of small-business income has been subject to Clinton’s
new income-tax hikes. Looking at partnerships and Subchapter S corporations reveals
that more than half of the income generated by this group of small businesses is subject
to Clinton’s higher taxes. Any tax increase on this pool of income is precisely what
reduces the ability of these successful small businesses to reinvest and expand, to
increase wages and benefits, or to hire new workers. The amount of after-tax income
available for expansion is critical to job growth and the ability to pay higher wages. The
sharp increase in marginal tax rates of small businesses earning as little as $115,000
diminishes business expansion and wage growth.

PUNISHING SUCCESS

The fundamental economic point missed by the supporters of Clintonomics is
the relationship between risk and reward. To entice individuals to undertake the
substantial risks involved with starting and expanding a business (or even hiring
additional workers), a commensurate possibility for substantial reward must exist. This
reward comes largely as personal income. Higher income-tax rates mean less reward,
less risk taking, and fewer jobs created.

Prosperous small businesses are the true engines of economic growth and job
creation in our economy. Businesses with 500 or fewer employees created eighty-four
percent of new jobs last year.® These expanding operations are exactly the small
businesses punished by Clinton’s tax hikes.

Although the proponents of Clintonomics would like Americans to believe that
only a few wealthy businesses were affected by the new tax hikes, most small-business
owners realize they will directly or indirectly absorb the blow. Simply put, 100 percent
of small businesses face the increased burden of tax hikes, whether from Clinton’s boost
in income taxes, corporate taxes, payroll taxes, and fuel taxes, or because their
customers now have less after-tax income to spend on their products and services.
Fewer than half of new small businesses survive their first five years. The additional
tax burden Clinton levied on them, as well as their customers, has made it that much
more difficult to stay afloat.

TAX HIKES DIMINISH MIDDLE CLASS INCOME GROWTH

Despite the economic recovery of recent years, real median household incomes
have stagnated. The Census Bureau recently reported that real median household
income “showed no statistically significant change between 1993 and 1994.”” Median
household income rose only 0.7 percent in 1994, or $223. Clinton’s tax increases have
only aggravated the problem. Even this meager income gain was nearly cut in half since
federal income and payroll taxes rose $105. Therefore, the median household’s
disposable income rose only 32 cents per day in 1994. As illustrated in figure 1, real
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“..Internal
Revenue Service
tax return data
shows that 59.6
percent of
taxpayers
reporting capital
gains have
income below
350,000 per
year.”

median household income remains 6.3 percent below its 1989 level. The Labor
Department’s recently released employment cost index revealed that American worker’s
wages and benefits rose only 2.9 percent for all of 1995. Sadly, this is the smallest rise
in employee compensation since the government began monitoring it in 1981. Worse
yet, after allowing for 1995's 2.5 percent inflation, American workers witnessed an
abysmal 0.4 percent rise in their total wages and benefits.

FIGURE 1
REAL MEDIAN HOUSEHOLD INCOME 1980-1994

1994 dollars

$35,000

o /\

$33,000 -

32,0001 —
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530,000} ——— e v b
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Source: United States Census Bureau

REVERSING THE TAX BURDEN ON THE MIDDLE CLASS

The $241 billion tax burden that Clinton levied on all Americans, combined
with stagnant middle-class incomes, have made federal tax relief an important part of
the Republican agenda. The Republican balanced budget plan includes tax relief that
would significantly offset some of the damage done by recent tax hikes.

The bulk of the proposed tax cuts would help middle-income families. For
example, the largest item in the Republican tax relief proposal, the $500 per child tax
credit, is 60 percent of the total proposed tax relief. A family with two children earning
$30,000 would have their 1996 federal income tax reduced 51 percent (from $1,958 to
$958) by taking advantage of the $500 per child tax credit.

The Republican capital gains tax relief plan would also benefit middle-income
households. While Democrats attempt to portray the proposed capital gains tax relief
as a “giveaway to the rich,” Internal Revenue Service tax return data shows that 56.9
percent of taxpayers reporting capital gains have incomes below $50,000 per year.
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More than one-third, or 36.8 percent, of taxpayers reporting capital gains had incomes
of $30,000 or less.? Many elderly Americans fall into these lower income categories
because they often depend on cashing in their capital gains as a source of retirement
income. Perhaps most important, capital gains tax relief would spur increased
investment needed to improve both long-term economic growth and stagnant household
incomes.

While Republican tax relief efforts will help roll back some of the past tax
burden increases, additional tax relief as well as tax reform are critical to improving the
incomes of Clinton’s forgotten middle class.

Prepared by Paul G. Merski, Economist, Joint Economic Committee.
(202) 224-5171

ENDNOTES

1. The Clinton for President Committee, “Putting People First, A National Economic Strategy
for America,” by Governor Bill Clinton, 1992.

2. President Bill Clinton at Democratic fundraiser in Houston, Texas October 17, 1995.

3. Revenue-raising provisions in OBRA’93 totaled $268 billion (1994-1998). Including the
revenue-losing provisions e.g., extending existing tax credits and the repeal of certain luxury
taxes, results in a net tax increase of $241 billion (1994-1998) for the total tax package.

4. Joint Committee on Taxation estimates (1994-1998), JCT-11-93; August 4, 1993.
5. Internal Revenue Service, Statistics of Income Bulletin: Volume 15, Summer, 1995.
6. Dun and Bradstreet 1995 survey.

7. Department of Commerce, Bureau of the Census: Current Population Reports - Consumer
Income, P 60-189, 1995.

8. Joint Economic Committee Report, “Give the Middle Class a Break: Cut the Capital Gains
Tax Rate,” November, 1995.
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5/28/96 Joint Economic Committee Analysis
Clintonomics Equals Higher Interest Rates

Movements of interest rates reflect uncertainty about the future health of the economy: the bleaker-
the future looks, the higher rates climb. While Clinton will probably try to take credit
for lowering interest rates on the campaign trail, as this chart shows, in fact, Clinton's policies
have done more to hurt than to help.

30-YEAR TREASURY BOND YIELDS

GOP wins Congress

Clinton takes office /
/

Clinton's budget enacted ___
(August 1993) —

30-year Treasury Bond rates (percent)

Clintor's major / Clinton vetos / IE
health-care speech balanced budget
(September 22, 1993) (December 6, 1995)
1991 1992 1993 1994 1995 1996

Source: Treasary Department

AL The fall in rates during 1993 was simply the extension of a trend that started in 1990,
Yields on 30-year Treasury bonds fell from more than 9 percent in September 1990 to less
than 6 percent in October 1993. Why? The economy was slow, the Federal Reserve held
rates down artificially, and candidate Bilt Clinton had campaigned on the-p ises of lower
taxes and more economic opportunity.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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B. The downward trend reversed in October 1993 after two key events: the enactment of
Clinton's record tax hike and his speech to Congress on nationalizing health care.
Interest rates rose once again, from under 6% to more than 8%. Higher taxes and more
regulation--both real and threatened--mean less investment and output, leading to too
much money chasing too few goods. Interest rates rise on expectations of inflation.

C. But the rise in rates after Clinton's tax hike and health care speech wasn't permanent.
‘When Republicans won control of Congress, rates headed right back down-from more
than 8 percent to almost 6 percent. Why? Republican policies mean getting government's
fiscal house in order, with less spending and lower taxes. The markets know this will boost

growth and lower inflation.

D. Unfortunately, interest rates turned back up again in December after Clinton vetoed the
Republican Balanced Budget Plan. The markets know he is unwilling to back up his
rhetoric by signing a real balanced budget and a genuine tax cut for American families,
which would mean a real opportunity for economic growth.

Monthly Payments for Typical Consumer Loans
November 8, January 1996: Today Balanced budget
1994 Clinton veto and (May 1996) plan implemented
bal. budget
negotiations break
down
Mortgage $613 $500 $547 $495
(875,000 30-yr)
Auto Loan $384 $370 $377 $363
(815,000 4-yr)

TOTAL $997 $870 $924 $858
ANNUAL $1,524 -$648 $792
SAVINGS/ (from Nov. 1994) {from Jan. 1996) (from today)

COSTS

. Since November 8, 1994, when the Republicans gained control of Congress-and promised

to balance the budget and cut taxes, interest rates (30-year Treasury bond yields) fell to a low
of 5.95 percent in January 1996. This represented $1,524 in yearly interest savings for a
family with a $75,000 mortgage and a $15,000 car loan.
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However, since Clinton’s veto of the Republican balanced budget plan and the breakdown
of negotiations, interest rates increased nearly one full percentage point. This would cost a
typical family $648 more per year in higher interest payments on that same mortgage and car
loan.

But, if a balanced budget becomes a reality, economists agree that interest rate will drop at-
least one percentage point lower, saving the family an additional $1,668, compared to where
interest rates were on November 8, 1994, -
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INTEREST SAVINGS FORGONE
FROM NOT BALANCING THE BUDGET
A TWO-PERCENTAGE-POINT DROP

May 31, 1996

If rates drop from today’s levels by 2 percentage points...
Today’s rates | Rates 2 percentage TOTAL LIFE-OF-LOAN
pts. lower than today SAVINGS, TODAY VS.
2% LOWER
Mortgage
($75,000 7.93 5.93 $36,360
30-yr fixed)
Student loan
($11,000 8.6 6.6 $1,440
10-yr)
Car loan
($15,000 9.5 7.5 $672
4-yr)

Source: Joint Economic Committee
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June 7, 1996

MULTIPLE JOB MISERY UPDATE

Last month we reported on data from the Bureau of Labor Statistics showing that the number of -
people having to work two or more jobs to make ends meet was on the rise. The latest data from BLS shows
this trend continuing.

L4 Since January 1994, the pumbe 26
percent - from 6,756,000 to 7,846,000. The wmmuxmw:hn&m_oummmg
jobs has risen 21 percent - from 72,000 to 87,000.

Since January 1995, one

A political joke has been making the rounds. Someone asks a worker if he has heard about all the
new jobs. The worker’s reaction: “Yeah, I know . . . I have three of them.” The Clinton administration is
worried about this idea, that the number of jobs is growing because so many people have to take an extra job
to make ends meet. President Clinton’s Council of Economic Advisers recently tried to discredit this idea.
But the facts speak for themselves.

WORKERS WITH MULTIPLE JOBS

N

TRENDLINE

7000

Number of workers (in thousands)

6500
1954

o e
1995 1996
Source: Bureau of Labor Statistics

Contact: Bob Stein, Economist, (202) 224-5171, or Shelley Hymes, Communications Director, (202) 224-7683
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WORKERS’ SHRINKING PAYCHECKS

Workers are anxious. A close look at real disposable income shows why. Real income.is..
how much workers get paid after adjusting for inflation. Real disposable income is real income
affer taxes. In other words, real disposable income is how much of workers® pay is controlled by
workers themselves, rather than by politicians and bureaucrats.

So far in 1996, real disposable incomes have dropped at a yearly rate of 1.4 percent. If
this trend holds we would have the biggest drop in any year since 1974. Remarkably, the drop in
“74 came with a major recession. By contrast, this year’s drop wouldn’t even take a recession.
All it would take is slow growth and President Clinton’s tax hike.

The poor performance of workers after-tax paychecks is nothing new under Clinton. In
the ten years before Clinton took office, real disposable personal income rose at a yearly rate of
3.2 percent. Since he took office it has risen at a yearly rate of only 1.3 percent.

Real Disposable Income
{percent change, December aver December)

%

L%

4TS %6 0TI T8 TS 80 81 R2 83 84 85 85 87 88 89 90 91 92 93 B4-=95.96
Source: Bureau of Economic Analysis Joiat Econsaic Commitice

* 1996 estimate based on yearly rate since December 1995

Contact: Bob Stein, Economist, (202) 224-5171, or Shelley Hymes, Communications Director, (202) 224-7683

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171
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JOB LOCK UPDATE

Last month, we reported on “job lock” among American workers - when people so fear losing their jobs,.and
don’t like their prospects of finding new ones, that they find themselves trapped by uncertainty in their current jobs.
The most recenit employment report from the Bureau of Labor Statistics shows that job lock worsened-in May, a5 the
share of unemployed workers who willingly left their jobs fell from 9.7 percent in April to 9.0 percent in May. Asa
result, workers’ anxiety continues unabated, :

During every other expansion during the last 25 years, the share of unemployed workers who voluntarily left
their jobs rose. Why? Because when workers feel confident about the economy, many are willing to leave their jobs
on their own in anticipation of finding something better down the road. For example, in the late 1980s, after a
particularly long and strong expansion, the share of unemployed workers who had voluntarily left their old jobs hit
a 16-year high (see chart below).

However, Clinton’s anemic expansion is the only expansion in which the voluntary job leavers indicator
stagnated. In fact, five years into this recovery and expansion, the share of unemployed workers who have left their
jobs on their own is 27 percent lower than at the end of the last recession! This helps to explain the flood of stories
in the press about worker anxiety. People fear losing their jobs, and their prospects of finding new ones are dim. The
reason: Clinton’s tax increases and big government have caused slow growth in employment and stagnating incomes.
The result: workers are mired in “job lock.”

'VOLUNTARY JOB LEAVERS AS A PERCENTAGE OF CIVILIANS UNEMPLOYED

[
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Source: Buress of Labor Statistics

‘Shaded bars indicate recessions

Prepared by Bob Stein, Economist, and Phaedon Sinis, Associate Economist,
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Republican Economic Update

June 11, 1996
Yes, but............

Today’s economy is mixed. While the so-called “misery index” may be low, the American people’s
anxiety index is high: wages are stagnant and the economy is sluggish. Sure, some data have been
acceptable, but other statistics show why Americans are anxious:

JOBS

In May, the economy added 348,000 jobs, bringing the average growth in non-farm payrolls this year
t0 222,000 per month. At the same time, the unemployment rate rose from 5.4% in April to 5.6%
in May - due to the fact that while more people were looking for jobs, in this slow growth economy,
they weren’t finding them.

High-paying manufacturing jobs showed very little growth, and would have declined again had the
auto strikes not ended.

But while President Clinton boasted about. the numbers, he neglected to mention that, since January
1995, about 1 in every 5 net new jobs went to people forced to take a second, or even a third job just
to make ends meet, not to people entering the job market or getting off welfare.

Since January 1994, the number of women working two or more full-time jobs isup 21% - from
72,000 to 87,000.

You've heard the joke: a worker is asked if he’s heard about all the new jobs, and replies “Yeah,
Tknow . .. Uve got three of them.” The Clinton Administration ought to be worried that the number
of jobs is growing because so many people have to get an extra job just to make ends meet.

President Clinton has claimed credit for adding 9.7 million jobs to the economy. While it would be
nice if this type of job growth would continue into the future, the kind of policies advocated by the
Clinton Administration in the past (and which they are likely to continue to advocate in the future),
have not higtorically led to sustained job growth.

INCOMES

Workers are anxious. A close look at real disposable income shows why.

. Real income is how much workers’ pay is worth after adjusting for inflation.
. Real disposable income is real income affer taxes.

In other words, real disposable income is how much money workers get to control themselves,
rather turn over to politicians and bureaucrats.

G-01 Di_rksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171
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So far in 1996, real disposable incomes have dropped at a yearly rate of 1.4%. If this trend holds,

it would be the biggest drop in any year since 1974.

It took a major recession to force that ‘74 drop, but President Clinton’s tax hike has proveno be so
i far-reachj t it b e the t “recovery” look liki ion. e

No surprise there, since a DP have r 1-ti igh.

The poor performance of workers” after-tax paychecks under Clinton is. nothing new. In the ten
years before he took office, real disposable income rose at a yearly rate of 3.2%. Since he took
office, it’s only risen at the anemic yearly ratg of 1.3%. -

Average hourly earnings rose 0.3% in May, boosting the 12-month gain to 3.5%, the highest since
January 1991, Even so, they’re barely keeping pace with inflation. Inreal world terms: Americans’
purchasing power remains stagnant.

ECONOMIC GROWTH

Last week the Commerce Department revised its estimate of the current economic growth rate down
from 2.8% t0 2.3%. Coincidentally, 2.3% is also the average growth rate experienced during the
entire term of the Clinton Administration.

By contrast, the growth rate for 1992, the year before Clinton came into office was 3.7%; the growth
rate for the decade before Clinton was 3.2%, the average growth for the past 5 expansions was 4.4%,
and even the post-WWII era surpassed this President’s anemic record with a 3.3% growth rate. Bill
Clinton’s anemic 2.3% slow growth economy is nothing to boast about.

- Prepared for Republican Conference Secretary by Joint Economic Commiittee -
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THE ECONOMY:
WHERE DO WE STAND?
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ON THE SUPPLY SIDE

An Antidote for Clintonomics

By Connle Mack

HILE 'traveling across -my. home

- state of Florida, ] often ask the peo-

ple 1.meet whether they are enjoy-
ing a'better standard of living than their par-
ents did at the same age.

Generally, the answer is yes. But when
asked whether their own kids will enjoy a bet-
ter living standard when they reach the same
age, the answer is invariably a resounding no.

The American dream is dying
on President . Clinton’s - watch.
‘What's the American dream allt
about?

It's about handing over a bet-
ter future to our Kids. It's about
working- hard and making the
best of opportunities. It's about

OPNION/ESSAYS -

Reducing taxes on
low-income jobs,

growth rates of our recent past? By provid-
ing me:ningful tax relief for every American
and by adopting an honest balanced hudget
plan that will bring downi the deficit and pro-
mote economic, growth,

Repiiblicans know that we can and must
do both: In fact, only by establishing these
twin goals can - either: actually -be accom-
plished.

Elimitating wasteful': govérnment ..pro-
grams and streamlining the bureaucracy are
important parts of the Republi-
‘can vision. But, taken alone they
are not enough.

Cutting taxes and freeing up
capital are integral ingredients
for a successfu.l and prosperous

lety.
Reducmg the tax burden on

hope. middle-class ! jobs,” middle-cl
The economic data show that - gevers and savers, and entrepreneunal in-
growth under Bill Clinton pales 9 ! vestment will spur a genuine re-
in ' comparison to average entr: epreneurlal covery.
growth during the postwar era.  Investment will We know ‘what works. As
Since. 1993, - GDP has - fallen spur genuine President: Kennedy  once: said,
$308 billion behind that aver- “..the soundest ‘way io raise
age, which means that this ad- recovery. revenues in the long run is to
ministration’s high tax, heavy cut rates now.” When President
regulation policies will cost a SRR Reagan cut taxes in the 1980s,

typical household $3,116 this
year, or $260 a month.
Armerican families are working harder and
- keeping less. There has been zero real me-
dian family income growth under this admin-
istration.

More and more families are seeing their
breadwinners take second jobs to make ends
meet -3 16 percent increase since January
1994,

And at the same time that incomes are
stagnating, family tax burdens are rising.
Since 1950, the typical American has for-
feited more than an extra month's work to
cover the growing cost of taxes. Tax Freedom
Day, the day that families can begin to work
for theraselves rather than work to pay off
their taxes, has slid from April 3 in 1850 to
May 7 today.

How can. we return to the more robust

the ‘economy- created. 21.5 mil-
lion new jobs, 4 milllon new business. Rev-
enues increased by 40 percent, the gross na-
tional - product grew . by one-third, and
inflation remained low.

HE best way to get this economy mov-

l ing again and restore hope and oppor-

tunity for Americans is to give people

more of their own money back, balance the

budget, and create an environment conducive

to strong economic . growth. ~ Economic

growth through less taxing, less spendmg,

smaller- government, and more freedom is

nothing less than-a proxy for thé American
dream.

W Sen. Convie Mack (R) of Florida is the
chuirman the Joint:  Economic
Commiitec, :

"o

e

H)TH

T WIS AL 0661 3 IHOWOD

Towesn WETN B0 DT 3N

9661 ‘LT INNT ‘AVANOW ~ NOLSOH

FAOLINOJN ADNAIDS NVIIST

NVIQYNVD 00'LS 967



72

.S SENATOR-—

Joint Economic Committee Connie Mack

CHAIRMAN

THE REAL CLINTON ECONOMY

By Senator Connie Mack, Chairman, Joint Economic Committee

If Bill Clinton and the Democrats are satisfied with today's slow 2 - 2.5 percent economic
growth rate, and all the problems that go along with a sluggish economy, then Roger Altman's op-ed
of June 6th is the right economic recipe for this country.

But if you believe, as Bob Dole and the Republicans do, that America’s economy is operating
far below its potential, then a new policy prescription is in order.

The facts are clear. Bill Clinton’s econornic program, including the largest tax increase in
history, has created a "Growth Gap” — a wide chasm between the more dynamic economic growth
rates of the past and the performance of the Clinton economy. Since Bill Clinton took office, our
economy has grown at an average annual rate of 2.3 percent — an economy Mr. Clinton calls the
“strongest in three decades.” The truth is, the economy was growing at 3.7 percent when he was
elected in 1992; it grew at 3.2 percent annually during the 1980s; and it grew an average of 4.4
percent per year during the last five expansions. In fact, since World War II, our economy has
grown at an average annual rate of 3.3 percent.

Slow growth has real life consequences such as stagnating incomes, fewer job opportunities,
and greater worker anxiety about the future. According to a study by the Joint Economic Committee,
President Clinton's slow growth economy will cost the average household $3,116 this year or an
extra $260 per month. During the Clinton years, real median household income growth has been
Zero,

And while Mr. Altman and many Clinton advisors argue that the federal government can't
afford to cut taxes and let people keep more of their own money, the family tax burden continues
to rise. Compared to 1950, the typical American family has to work an extra month just to cover the
growing cost of taxes. Tax Freedom Day — the day when families stop working for the government
and start working for themselves — has slid from April 3 in 1950 to May 7 this year, the latest in
history. No wonder families today spend more on their taxes than they do on food, shelter, and
clothing combined.

Mr. Altman argues that we can't “afford” to cut taxes, as if the money really belongs to the
federal government. Bob Dole and the Republicans say we can’t afford not to cut taxes and balance
the budget if we want to create the kind of dynamic economy that leads to more opportunity and
rising living standards for our people. The fact is, the only way to return to the rapid growth rates
of the past is to give people relief from the enormous federal tax burden and to reduce the size and
scope of government by honestly balancing the budget.

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171

104th CONGRESS
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‘We know what works — we saw it happen in the 1960s and the 1980s. President Kennedy
understood that “....the soundest way to raise revenue in the long run is to cut rates now.” President
Reagan followed that advice and produced the longest peacetime expansion in American history —
over 21 million new jobs, 5 million new businesses, a 40 percent increase in federal revenues, and
an economy that grew by a third. That’s the kind of economic growth that America deserves now
and that our kids deserve in the future. -

There’s no reason why America can’t again attain its full economic potential and reverse the
decline in American living standards — what Mr. Altman called “our. overriding economic and social
problem.” With the right economic policies we can. And with the right presidential leadership we
will
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CLINTON’S GROWTH GAP
By Senator Connie Mack, Chairman, Joint Economic Committee

‘Washington is in a spin, and oh...what a spin it’s in. This new spin revolves around
contradictory facts and figures about whether or not workers are anxious, and whether or not
workers should be anxious. These conflicting interpretations cause the President to either boast-
about his economy, or feel the deeper pain of very anxious workers concerned about their jobs and
futures. However, the single best predictor of jobs, incomes and prosperity is economic growth.

A close look at economic growth under Bill Clinton reveals that the American people are
understandably anxious, and that much of this anxiety is due to what is known as the “Clinton
Growth Gap.”

The Clinton Growth Gap is the widening gap between stronger past economic growth,
compared with the slow growth experienced under Bill Clinton. Despite thetoric to the contrary,
President Clinton’s economy is weak. This slow growth economy has led to stagnating incomes,
anemic job growth, and anxiety about the future. In fact, Clint-anemia (Clinton’s economy coupled
with anemic growth) will cost a typical American family 33,116 this year, or about $260 per month.

Clinton's Growth Gap:
Economic Growth Lags Behind No Matter How It's Measured

Post-WWIT

S last expansions

Decade before

Year before

Clinton

[\] 1 2 3
Average anuual percent change in GDP

Source: Commerce Department Joint Economic Committee

G-01 Dirksen Senate Office Building, Washington, D.C. 20510-6602 202-224-5171
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By any measure, economic growth under Clinton has been poor. Economic growth rates are
not just abstract concepts economists debate - working people know that the overall health of the
economy dramatically effects their family’s standard of living. Sluggish growth leads to stagnating
incomes, fewer job opportunities, and overall worker anxiety about the future. How great can these
costs be? Under Bill Clinton, slower growth means that the economy has failed to produce $308
billion worth of incomes and jobs. That failure translates into a cost to the average household of
$3,116 this year - that’s $260 a month. No wonder there is anxiety in America - people are working
just as hard but keeping less and less of their own money.

The combinaiton of high taxes, heavy regulations, and the threat of more government red--
tape is a prescription for slow growth. While measuring the precise impact of these policies can be
difficult, looking at potential growth (how the economy should perform without the hindrance of
anti-growth policies) tells an important story. For example, our economy was growing in 1991 and
1992, the two years before this President implemented his anti-growth policy changes. No matter
what period is used in comparison, either the year before Clint-anemia, the decade before, or an era
before, the economy’s performance under President Clinton has been lackluster at best.

Clinton stopped the momentum.

The year before Clinton took office, the economy grew at an annual rate of 3.7 percent
(fourth quarter over fourth quarter). 1Instead of sustaining or improving upon this momentum, in
1993 Clinton and the Democrat-controlied Congress passed the largest tax increase in U.S. history.
Their steep tax hikes on individuals and businesses stifled growth by distorting incentives and
hindering i New regulatory burdens and the threat of government-run health care
compounded the economy’s problems, and growth slowed to only 2.3 percent a year.

The last decade beat Clinton’s lackluster performance.

Some may consider one year too short a period to use as a standard for growth. However,
Clint-anemia Another comparison can be made using the entire decade before President Clinton took
office - a decade including periods of both expansion and recession in the economy. The average
annual growth rate for the past decade was 3.2 percent - still higher than Clinton’s 2.3 percent
growth rate. While Clinton claims that today’s is “the best economy in three decades,” this economy
doesn’t come close to the performance of the decade before he entered office.

Prior expansions beat Clinton’s sluggish growth.
Was the last decade’s economic growth an anomaly? Some may argue that using a decade

with only Republican presidents as a baseline is political, but other analyses yield similar results.
Clinton’s economic growth performance is weak when compared to the last five expansions. These
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expansions include every president since John Kennedy; three Democrats and four Republicans.
During the last five expansions, the economy grew at an average annual rate of 4.4 percent
(weighted for the duration of each expansion) versus Clinton’s 2.3 percent. Again, Clinton’s
economic performance looks weak.

The last 45 years beat Clinton’s lethargic economy.

Is 4.4 percent growth too much to ask? Another objective analysis compares President
Clinton’s performance to the average growth of the economy over the long run. From 1947, the
beginning of the postwar period, to 1992, the last year of the Bush Administration, the economy
grew at an average annual rate of 3.3 percent. This includes all kinds of economic scenarios -
recessions, oil shocks, double-digit inflation, wars, and periods of growth. Bill Clinton has failed
to match even the average long-term performance of the economy. This slower growth under
President Clinton means GDP has fallen $308 billion behind, or $3,116 for every household in
American in 1996.

The final analysis

No matter how you slice it, Bill Clinton’s recipe of high taxes and heavy regulations will cost
the typical American family $3,116.00 this year, or $260 a month all year long. Economic growth
is the best way to measure any economy, and strong economic growth is the most-assured-way of
attaining the American dream of hope, opportunity and freedom. Pro-growth policies of less taxing,
less spending, less government regulations and more freedom will boost every Americans standards
of living, help to regain some of the lost revenues from the Clinton economy, and help position.
Americans for prosperity for the future.
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BETTER OR WORSE OFF?
IT DEPENDS ON THE POLICIES!

Measure of income
Real median family income
Real median household income

Real income, low-income households
(Upper limit of first quintile)

Real income, lower-middle-class
households
(Upper limit of second quintile)

Real income, middle-class households
(Upper limit of third quintile)

Median real personal income, men
Median real personal income, women
Real wages and salaries, per worker
Real compensation, per worker

Real disposable income, per person

Average real annual percent change

1973-82

12 4
-06 4
07
07
04 1
-1.7 4

0.4 weak!
14 4
08
0

1982-89

18 1
14 1
1.5 1
15 1
1.6 1
1.4 1
34 1
.1t
.1t
28

1989-present*
10 4
-135 4
1.5 4
17 4
10 4
-18 ¢
01

0.1 weak!

0.3 weak!

0.7 weak!

*”Present” is 1994 for the first seven items in the table, as 1995 data will not be available
until October 1996. The remaining three items are through 1995.

Source: Bureau of the Census, Bureau of Labor Statistics

]
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